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CHAPTER 4

We have involved ourselves in a colossal o 1
muddle, having blundered in the control of P
a delicate machine, the working of which

we do not understand.

B A\ APART

(1914-1945)
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ECONOMIX

THINGS FALL APART (1914-1845
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Mass-prodiced modern wea
dangerous; they were wify

ons made World War | battlefields not mergiy;
for tuman life. -

ECONOMIES AT WAR
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eging WW| required
-buliets, shells, food,

planes, coal, gasoline,

dustrial war feeds
ore than men;

cedented amounts

~tricks, clothing,

Both sides had to wring
every last bit of effort
out of the people
making all that stuff
at nome. That meant

8 Wapr economy.

Ks, and so on.
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Soldiers stayed
alive by staying
underground,
in trenches.

Attacking the
enemy trench
meant leaving
yours.
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ordering attacks.

' i he
(s, safe in country estates, far from the slumlike trencné
ety ot Millions of dead piled up.

T DON'T THINK:

TWENTIETH CEN

¥,
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WU
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SHIFYARD.

A war economy is a
conmmand economy: The
government sllocates
resources, dictates whe
gets made, and rations
hecessities. , WRATEVER

HeLPs!

YOU'RE
MOVING TO
GLASGOW TO
WORK IN A

WAR ECONOMY LEADS TO THE NEED—OR PERCEIVED NEED—TO KEEP CIVILIAN
ORKERS ENTHUSIASTIC. [N WORLD WAR I, GOVERNMENTS LEARNED THE
WAYS OF CENSORSHIP, PROFPACANDA, AND REPRESS/ION.

| REVEAL
SECRETS

DON'T

i

YET DON'T
TALK
ABOLIT
ANYTHING

Is0 makes sense to
irectly at the

s economy. WWwl saw

rst use of strategic

A BETTER
"BLOWING

NAME THAN

UP RANDOM
CIVILIANS.#

pestered Allied trade,
totally cut ofF the

An older but more effective way to hurt an
enemy econonty: blockade. German submarines

while the Allied navies
Central Powers.
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The L.S. was neutral, but with the
Central Powars cut off, Americans
traded only with the Allies, who paid
ary price for war materiel. ..

after borrowing "
i | the money from
1l American barks.

/

WE MUST HELP.
THE ALLIES!

IF THEY LOSE,
WHO'LL PAY
Us BACK?Y

Then in earl

their tsar, but stayed in the war,

1917, the Russians overthrew

LONG LIVE DEMOCRACY!

Now the Allies were all dewroc
while the Central Powers wéte
That was the sort of war Fre
Wilson could support. :

“HE WORLD MUST BE.
MADE SAFE FOR DEMOC,

WHATEVER! /=

Russia's democracy didn't 1ast; in

late 1917, Lenin, who we last saw on
page 64, took over (and pulled out
of WWI.

[ But it was too late for the Centr:

Hungry and exhausted, they gav
late 1218. ;

THINGS FALL APART (1914-1945)

eft 3 world of problems; the In

itive Treaty of Versailies (1919) made

YOou
GERMANS
HAVE TO
PAY LS
THE FULL
COST OF
THE WAR.

lies Hever got most of the money,
ot for lack of trying. They came
hplan after plan to keep Germany

Under one plan, Germany wotld

The Economic Consequences of 1/

Peace (1919, John Maynard Keynes
(1863-1946), a youn
tried to explain tha
earn the money only by exporting
goods, while the Allies were also
crippling German exports.

British economi
Germany could

How
WiLL THEY
PAY?

France and Britain couldn't forgive
Germany's debt because the LS.
wouldn't forgive theirs.

én paying until 1988.

ied to deal by
extra money, then
en.more. Al that

At some point people lost faith in money, and
without faith, money is nothing.

caused imflation
that because when
es its value, prices

GERMANY FINALLY STOPPED THE
INSANITY IN LATE 1922 BY ABANDON/
T8 CURRENCY, PRINTING A NEW ONE
AND A/OT PRINTING TOO MUCH OF IT
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BIG PL.LANS

EDS: The Russian Revolution and the Soviet State

other conseduence of WWI: People saw But in a democracy, it!
Eetincredibie ,gawer of the industrial people cooperating whi
conomy when it's directed. war.

IT"S NOT
IN HERE!

REMEMBER WHAT WE MOLINTAINS \
JCHIEVED WHEN WE ALL OF DEAD? Fé
FOLLOWED A PLANT? g‘

with squashed dissent ...

{ \
WELL, YEAH,
i
EFFORT o < -
WENT TO 9 ‘the state would wither away under communism, but Lenin liked
SOMETHING yway he couldn't relax while half of Russia, helged by the rest of the
600D, LIKE w\ rying to get rid of him (the Russiar Civil War).
, HOSPgALG ng
o ' e So Russian-style "communism” came
\Y@ LN to mean a war ecornomy, complete

: st ! IN THE STATE, NOTHING OUTSIDE
senito Mussolini, | Z0f 70N o G AbaneT THE STATE!"
in ex-gocialist L
vho took over
taly in 1922,
12d a solution:
et rid of
lemocracy.

and government
ccontrol of everything.
. IN THE NAME OF THE
PEOPLE! DON'T YOU KNOW
THERE'S A WAR ON?

< 4 By the time the
- | communists won,
their prize was a
hungry, angry country.

In bed

;w‘t}-: big 7 _ = " R EVERY MONTH WE GET LESS, IT'S ALMOST
Usinesg 0 HOS : .- LIKE PEOPLE WON'T MAKE STUFF IF
E = | g : T A THEY KNOW WE'RE GOING TO TAKE IT!
W b | g . : - e
=2y, " :I
ﬁ"‘ﬁ? @ E J

/
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ess,'o nd N

d:something unusual for a revolutionary: he backpedaled, letting
small businesses run without too much interference, and
letting farmers keep what they grew and sell it.

Easy wars
aqainst
weak S0 WE'RE GIVING
countries OF COURSE NOT, WE STiLL RUN RAILROADS,

UP POWER?
_ HEAVY INDUSTRY, BANKING , MINING — THE
"COMMANDING HEIGHTS" OF THE ECONOMY. ,

we see Mussolini as a bozo, but back {chen he seemed modern an
g‘ipcdtaaytors took over country aFtér country in the 1920s. And not jus
countries,

r@g\,\ - £~ oSN A RN RN
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p THE REVENGE OF WALL STREET

Lenitr's "New Economic Policy” was a

Then in 1924, Lenin die
mixed economy, and mixed economias — _

work. The Union of Soviet Socialist Tt residential election to

W| red scare hﬁaed establish a new conservative mood and
arren Harditg. Harding was a Republican,

on its feet.

Regubiice {the country's new namel
go

— I AM NOT FIT FOR THIS OFFICE
BEWARE OF

|| sTAL—wrk! |

AND NEVER SHOULD HAVE BEEN HERE,"

)

Several top communists wanted to succeed Lenin; Joseph Stalin (87
party official, won.

to say.

In fact, “Silent cal’ barely said, or did,
The banker Andrew Mellon (page 76),
secretary of the Treasury, ran things. "Three
presidents served under Mellon,” people used

anything.
HOW

We'll get back to Stalin later; for now, we'll just note that
the mere survival of a communist state inspired people all
over th Id

HERE'S A
TAX cUT!

AND REBATES
OF TAXES YOu
ALREADY PalD!

President
Coolidge
did’t “even
try to stop
the corruption,
but his
idleness
locked like
wisdom as
a boow
got rolling.

(A Fou Prq?S are
1p ped. Nows e
wil fTek up
adit, a‘!f”“
hos begun ,FOL,

=

v
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URN TO REALITY: Keynes and the General Theory

ECONOMIX

THE SECOND DEPRESSION

By 1936 the economy was humming FDR never liked deficit 5p John That was an old, cornmon- WE ALREADY KNOW WHAT
again, and FOR easily won reglection. now he cut back who sense idea. BUt most acon- TO DO ABOUT SL;LIMPS.
— — omists had ignored it. L NOTHING!
NO MOR We
WE HAVE GOVERNMENT spendi
ALWAYS KNOWN oms? P,ﬁﬂf"_’g ONLY A SIMPLETON WOULD

: THAT HEEDLESS Hmp: SAY SOMETHING $0. . . 60, . .
7 SELF-INTEREST o
7 WAS BAD MORALS;
7 WE KNOW NOW
A THAT IT 1S
E4 BAD ECONOMICS."

YN THE

LONG RUN WAIT FOR
ECONOM/C THE ECONOMY TO |
MORALITY CORRECT [TSELF] 5

- kY
PROOF. WITH MORE SUPPLY, THE PRICE OF LOANS—
NG FALLS, THE INTEREST RATE—~FALLS.

THAT IGN'T

n't pick up the slack; the result was a second depress

Business didn i .
a second dip in the main Depression. Laisseg o
: ; , - i DEMAND Faire. SLIPPLY
Econtaict) ,
o"—-—ﬁv
L

4

INTEREST RATE
CTHE FRICE OF LOANSY

ANGCUNT BORROWED

That logic convinced man
people and baffled most
of the rest.

NTEREST LEADS TO MORE INVESTMENT:
HAVE: AN INVESTMENT THAT WILL PAY
¥l YOU WON'T BORROW MONEY

TEREST, AND YOLL W/LL AT 3%.

© AS LATE AS 1939, B0 LESS SPENDING MEANS BUT THE
LNEMPLOYMENT WAS o6 SPENDING HEANS BT THE
MEANS MORE INVESTMENT, NOT ENDING.....

OFFICIALLY 17%, THAT
SOLNDED WORSE THAN
[T WAS-—PEOPLE WITH

WPA AND CCC JOBS

WERE COUNTED AS
“LINEMPLOYED”
FOR SOME REASON—
BUT STILL, WHILE
THE NEW DEAL EASED
THE DEPRESSION,

IT NEVER

FIXED IT.
S g S

WHICH 16 JUST -
ANOTHER FORM OF
SPENDING. AND
80 SPENDING
GOES BACK ?
UP AND THE
sLuMp enps! | |O
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gt Keynes had learned orthodoxy from
fred Marshall himself, and then he'd
wlearmed it. \n The General Theory of
wmployment, interest, snd Money {1936),
aynes showed why the “proof” we just
W was wrong, in economists’ own

nguage.
\\\\ | l,
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[T'6 LONG! IT HAS EQUATIONS!
PARTS ARE BARELY IN ENGLISH! COOH. ..

THE PROBLEM WITH YOUR LOG|
YOU CAN ISGLATE ONE PART OF THE
ECONOMY ON A BLACKBOARD,

NOT IN THE REAL WORLD.

WE'RE. PEOPLE, NOT CALCULATING
MACHINES! WE SPEND AND INVEST
ENIWE'RE CONFIDENT, AND WE CLING
ASH WHEN WE'RE WORRIED,

S0, in good People feel
times: confident
:& ~\
o~ (= —
- )o i ﬁ.—l.
= \Y <=
They
L:ﬁg spend an,
higher O q / invest
incomes -_,:-[;.-;
A BOOM!

REMEMBER, A SLIPPLY-
IMAND CHART WORKS ONLY
YOU ASSLME THAT PRETTY

MUCH EVERYTHING AHOT INCOME.

BUT IN THE REAL WORLD,
ONE PERSON'S SPENDING
15 ANOTHER PERSON'S

ore—we get a liquidity trap.
asically means cash. In a liqui

ca

SRESENTED ON THE CHART—
FASTES, INCOMES, AND SO
ON—REMAINS THE SAME.

8

ingis interrupted—by a bank panic,
K crash, or people just deciding to

odyi; can get cash because everyong

Before Keynes, economists
thought that disappearing
money would lead to lower prices
and a new equilibriunt. To Keynes,

dity

Less spending

disappearing money led to wmore
disappearing monay, faster than
prices could adjust. Prices are
sticky—they tend to stick
where they are because
businesses can't easily cut

their costs, like wages.

A SLLUMP.

AND ANYWAY, WHO /WVESTS WHEN
NOBODY'S SPENDING?

INTEREST RATES ARE DOWN!
LET'S BORROW MONEY TO
EXPAND OUR FACTORY!

hd at any time, but there
on'it Aad to.

één’c that a slump could

Keynes's ideas were plausible; more
important, policies based on them
were put to the test.

"IN THE LONG RUN ALL
SLUMPS TURN AROLIND.

gy

THE LONG RUN WE ARE ALL DEAD."

BUT POLICIES MEAN
GOVERNMENT.

EXACTLY.
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Keyr‘les said government could
A cowurter the business cycle by
doing the opposite of evervone

Ina slun;p, Keynes said to pump up th
with deficit spending. ;

else,

THE
GOVERNMENT
SHOULD ACT

In a boorn, tax
more and spend

less, refilling oy £
the treasury -
and deflating )
1920s-style

lunacy.

BECAUSE T
/GNORE ECONOMISTS!

THIS THINKING WAS
NEW TO MOST ECONOMISTS,
BUT FPR WAS ALREADY
DEFICIT SPENDING.

THE
‘PE

Keynes's answer: FDR hadn't spent enough.
Keynes recommended a full-employmert
deficit, a level of spending that would result
in a deficit even if averyore had a job and paid
taxes. Even wastefil spending would be A,
better than nothing, because the workers
and suppliers would re-sperd
the money they earned on
useful things.

| Little dd anyone
spending projec
Wporid L‘?are e

s

BUILD PYRAMICS IF
YOU HAVE TO!

THINGS FALL APART (1914~1845)

THE WORLD UNHINGED

var |l had many causes; the
ae Depression i

mes don't just chanae
rates and employment
ey

In the 1930s, collapsing trade hit JELIp, Wh
traded for almost everything, especially hare
The Japanese government fell apart; the arr
out of control, attacked china

to get resour

Plus, Japan never fully canguered China, The
Chinese leader, Chiang Kai-shek (18&7-1975),
held out, and some Chinese CONIFIISts

survived, led by one Mao Zedong (1893-1976).

ess than just buying.
anese army’s bru-
ed intarnationss

NE
ESOURCE

) SHOULD ATTACK
JSOMEONE ELSE?

With no’chinﬁ else to do, the communiste ordanized nearby
farmers. The only capital that mattered in the Chinese
countryside was /amd, 50 sharin capital meant dividing
the land, also known as /amd refors, That was simple and
practical once the landlord’s objections were overcome.

YOU WORK THE SAME FIELD YOU ALWAYS HAVE, BUT
NOW YOU KEEP WHAT YOU GROW INSTEAD OF
GIVING IT TO THE LANDLORD.

MAY HE REST IN PEACE.

Maoist \and reform
didn't resemble anything
imag"ilned bJ' Kar| Marx,
Neither did what was
aoina on in the licap
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We last sta#rv {l:hg LJI.S.S.R.A ?Cstiosgph Stalin ionsolijaged fhyou can't’

power in tre late 1920s. e time, Soviets neede ing, you.mi

Eqdujtriaglt oods, but the industrialized West wouldn't it. e WHAT ARE YOU N FOR?
rade Wi

commies, at least not openly.
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The U.8. didn't even recog
H.8.5.R. until 1923,

nize the

N

Al

?

Stalin's plans undid Lenin's Ne

farmers lost their

102). The state took charge of the whole aconomy.
In the countryside,

W Economic Polic

land to big

y (page

collective farms.

THEY'RE COMING FOR THE

COW NEXT WEEK,

&/OR, WE COULD EAT IT.

The collective farms didn't produce Millions of people starved
as much as the old I:rivate ones, but| t fertile Ukraine between
Stalin's workers still had to eat. 1932 and 1933.

WHY WON'T You
COOPERATE?

avolt: Stalin got out, but many
Jignored or excused it.

ELABOR CAMPS HAVE WoN H/Gh

TIONS. .. AS PLACES WHERE TENS OF

INDS OF MEN HAYE BEEN RECLAIMED,"
NNA LOUISE STRONG,

JOURNALIST AND ACTIVIST

Stalins industrial plans
went better, but they
had problems, too.

As things went
wrong, instead of
backing off like
Lenin had (page
100, Stalin tried
to control more,
which led to
more problems,
and so on. Soon
Stalin suspected
sabotage.

He started exe
which didn't hel

EVERYONE |5
AGAINST ME!

Part of the reason: our brains
can't process crimes on this
scale, and stalin knew it.

"4 SINGLE

A MILLION
PEATH DEATHS
1S A /5 A
TRAGEDY." STATISTIC, "




ECONOMIX

THINGS FALL APART (1914-1945)

~

"{PEOPLE] MORE READILY
FALL VICTIM TO TUE &/6
LIE THAN THE SMALL LIE.*

A German right-wing And in Depression-era Germany, where Unem
crazy, Adolf Hitler,
knew it, too.

reached an unbearable 40%, crazies

in a weakened body.

TR

WORLD WAR Il

CAPITALISTS!

gf;znd went global in 1941: First Hitler attacked the U.s.s.R.,

IT'S THE BLISINESS

Hitler and his Natioms! Socialist party (Nazi for short) too
The Nazi program did have some socialist elements:

HOSPITAL

T _yh| BB A B[ERyeE B A
(s s %
o (D "’C?#Wﬂ
. <2 ?}ONS
N 2 Y
~ \W/f “nn' ) 'M’u-

back to:

But the nationalism came first. Hitler wanted a rermat

"DR. NEW DEAL" IS DONE; NOW THE
COLINTRY'S LINDER THE TREATMENT
OF "PR. WIN-THE-WAR."

——

big-business, Th
2 factories and the
for so long, showed what it

& unemployed

Germany fell in early

1945; Japan rot long

after.




